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HonorableDonald E. Powell
Chairman
FederalDeposit InsuranceCorporation
550 17thStreet,N.W.
Washington,D.C. 20429

Mr. JobnF. Carter
RegionalDirector
FederalDeposit InsuranceCorporation
25 Jessie Street at Ecker Square,Suite2300
SanFrancisco,California94105

Be: Commeats Regarding FDIC Application #20051977;Wal-Mart
Application for Insurance and Industrial Bank Charter

Dear ChairmanPowell and Mr. Carter:

On behalfof The Bank.of Clarendon,I am writing to commenton the Wal-Mart
Stores, Inc. applicationfor a Utah industrialbank or industrialloan companycharter
(ILC) and federaldeposit insurance. We opposethe applicationand urgethe FDIC to
deny the application.We furtherrequest the FDIC to conducta publichearingon the
applicationand the seriouspublic policyissues it raises.

Wal-Mart's current businessplan for the ILC is narrowlydescribedas providingback
office processingof credit card, debit card and electronicchecktransactionsin Wal-
Mart stores.

While the application itself is narrowlydrawn,Wal-Mart has had a well-publicized
mission to get intothe bankingbusinessdespitethe existinglegaland regulatory
baniers establishedon long-heldpublicpolicy groundsto preventthe full blown
mixing of bankingand commercein our nation.Wal-Mart's repeatedpast attemptsto
gain a foothold in banking and combinefull-servicebankingwith its retail operations
on a nationwidebasisgive rise to skepticismabout its CUlTentDalTOWbusinessplan.

In 1998Wal-Martattemptedto purchasea smallunitarythrift institutionin Broken
Arrow, Oklahoma.Congressshut down this back-doorapproachfor a commercial
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firm to enter the banking businesswhen it passedthe Gramm-Leach-BlileyAct of
1999and reaffirmedour nation's policy of separatingbanking and commerceby
closing the "unitary thrift holdingcompany" loopholeand prohibitingcommercial
fmns trom owningor acquiringsavingsassociations(as they are prohibitedfrom
owningbanks).

Wal-Mart later soughtto enterbankingthrough an arrangementwith Toronto-
DominionBank USAto otTerbankingservicesin 100Wal-Mart stores.This attempt
was blockedby the Officeof Thrift Supervision,which objectedto Wal-Mart's plan
to shareprofits with TD Bank and have its retail store employeesperformbanking
transactionsfor TO Bank in their stores. OTS found such an arrangementwould give
WaJ-Mactillegalcontrol over TD Bank USA, circumventingthe Gramm-Leach-
Bliley Act prohibitionon a commercialfirmbecoming a savingsand loan holding
company.

Lastly, Wal-Mart soughtto purchasea small Californiaindustrialbank in 2002. In the
face ofWaJ-Mart's application,the Californialegislatureblockedthe acquisitionby
passing a law prohibitingcommercialfirmsfrom owningILes. Despite any current
non-legallybinding pledgesftom Wal-Martregardingits businessplan for a Utah
ILC-such as a "no branching"pledge-we see nothingto preventWaJ-Martfrom
charteringthe n.C on a narrowbusinessplan, and later seekingthe approvalof the
Utah Departmentof FinancialInstitutionsand the FDICto expandits business and
conduct full servicebankingin its stores.We also seenothingto preventany
conditionsplaced on the approvalof a Q8JT0Wcharterby the Utah DFI being removed
in the future upon applicationby the Wal-Martn.c.

The linchpinof the financialand economicsystemof the United Statesis the
principle of the separationofbanking and commerce.This tradition has resulted in
the most vibrant, successfuland diversifiedeconomicand financialsystem in the
world. The walls separatingbankingand commercepreventconflictsof interestand
undue concentrationof resources,and ensure the impartialallocationof credit so vital
to economicgrowth anddevelopmentand to a safeand soundfinancialsystem.

The Wal-Mart applicationalso illustratesthat the affiliationof banks andnon-
banking companiespresentsconflictsof interest and safetyand soundnessconcerns.
FederalReserve ChairmanAlan Greenspanbas repeatedlyarguedthat the mixingof
banking and commercepresentssafety and soundnessconcernsand poses the specter
that the federal safety net protectingdepositorsof insuredinstitutionswill spreadto
non-depositoryaffiliates,therebyintroducingadditionalrisks to the deposit insurance
funds and the taxpayers.

Because of the ILC loopholein the Bank HoldingCompanyAct, parent companiesof
ILC~ unlike other companiesthat own bank~ are not regulatedat the holding
company level by the FederalReserve. "Allowing a commercialfirmto operate a
nationwidebank outside the supervisoryftameworlcestablishedby Congress for the
owners of insured banksraises significantsafety and soundnessconcernsand creates
an unlevel competitiveplaying field," the FederalReservehas testified. "Congress
bas establishedconsolidatedsupervisionas a fundamentalcomponentofbank
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supervisionin the United Statesbecauseconsolidatedsupervisionprovides important
protectionto the insuredbanksthat are part of a largerorwmi7.ationand to the federal
safety net that supportsthose banks.Financialtrouble in one part of an organization
can spread rapidly to other parts. To protect an insuredbank that is part of a larger
Orpni73fion, a supervisorneedsto have the authorityand tools to understandthe
risks that exist within the parent organizationand its affiliatesan~ if necessary,
addressany significantcapital,managerial,or other deficienciesbefore they pose a
danger to the bank."

Wal..Mart'senormoussize makethese considerationsand the risk posed to the Bank
InsuranceFund and taxpayersin the event Wal-Martexperiencesfinancialdifficulties
more acute.

While the FDIC would have the authorityand toolsto addresssafetyand soundness
problemsconfinedto the Wal-MartILC, it lacks the essentialtools the Bank Holding
CompanyAct givesthe FederalReserveto overseeand supervisebank holding
companiesand ensure the safeoperationof the overallenterprise.For example,the
FederalReserve's supervisoryauthorityover bank holdingcompaniesincludes:
general ~amination authority,consolidatedumbrella supervision,capital
requjrementsand enforcementauthorityfor unsafe andunsoundactivitiesat the
parent companyor affiliate.This lack of safeguardsat the holdingcompanylevel puts
the Wal-Martbank, the Bank InsuranceFun~ andtaxpayersat jeopardy for trouble at
its parent company.

For the reasonsstated hereinwe urge the FDICto rejectWal-Mart's applicationfor
federal deposit insurancefor a Wal-MartILC. The applicationpresents seriouspublic
policy issues inherentin the mixingof bankingand commerceand in the ILC
loophole and warrantsa publichearingto allowadequatepubliccomment. Our
nation's longstandingprincipleof separationof bankingand commerce,reaffirmedin
the Gramm-Leach-BlileyAct, isthe underpinningfor our stableand highly successful
economicand financialsystem,and should not be allowedto be skirtedby the
world's largest commercialcompany.

~
WilliamO. Buyck
CbiefExecutive Officer andChairman
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